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EcoaomIc Aaalyti. of MUDiclpai Overbuild Cable Syltal ia Paragould. ArkanIu

1. Introdactioa

Malarkey-Taylor Assoc:iates, Inc. was retained by the National Cable Television Association

(NcrA) to analyze a municipal overbuild cable system. Paragould City Cable, owned and

operated by Parqou1d Light and Water Commission, which bas been identified by the Federal

Communications Commission (FCC) as subject to effective competition. Information was also

obtained for the private cable system in Paragould, Paragould Cablevision, a subsidiary of

Cablevision Systems Inc.

The FCC had surveyed cable tcleYision fraocbises and systems throughout the country, including

over 65 ovetbuilt cable franchises and about the same number offranchises with less-than-30%

cable television penetration. Overbuilt fraDchises fultill one ol the criteria lor effective

competition in the Cable Television Consumer Protection and Competition Act of 1992 (The

Act), namely a competing multichannel video programming service available to at least SOO..4 of

and subscn"bed to by at least 15% ofhouseholds in the franchise area.

The FCC surveys obtained data for rates, revenues. service o1ferings, homes passed. subscribers,

plant miles and other variables related to pricing and revenues, but the surveys did not ask about

cable system expenses and costs, or about profitability. Malarkey-Taylor collected additional data

from Parqou1d City Cable and applied generally accepted cable system financial models to

analyze its profitability.

Press reports aDd statement. by local managers aDd officials have indic:ated that the municipally

owned cable system in Parqou1d is losing money because ofa price war with the private cable

system in Paragould. The purpose of this study is to assess the profitability of the Paragould

cable systems bued on finaDcial data and analysis.

From years ofexperieDce in appraising and valuing cable TV systems, Malarkey-Taylor bas

dew10ped cable-specific financial pro-lorma models whicb are used to project revenues, costs

and cash flows, aDd to determiDe cable systems' fair market valuel and rates of return.

Appropriate versions of these financial models were applied to data for Paragould City Cable.
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Uoderlying assumptions of the financial model used in this study are detailed below in the

attached Appendix.

2. ParqouId City Cable

The financial aDa1ysis iudicates that Paragould Ci~ Cable is indeed losing money and that

Paragould's mUDidpelly 0WDed cable system will c::oatinue toiDalr signifiamt fiDanciallosses

indefinitely, as loDg as two competing cable systems are serving Paragould residents. Paragould

City Cable will 10Ie over $3,000,000 tiom 1993 to 2001 due to charging rates for cable service

that are non-compensatory - City Cable's rates are below cost.

This secIion summarizes the results ofpro-fonna finandal analysis for Paragould Ci~ Cable and

RVicws information related to the competing private cable system, Paragould Cablevision.

Key data and financial inputs for Paragould Ci~ Cable were as follows:

•

Miles ofcable plant
Homes p8Isecl
Basic CIbIe subIcribers
Premium (Pay TV) units
Full1l8lic tier rate
Averqe dilCClUDted premium rate
Cost per mile ofaerial plant
Averqe COlt per c:omerter
Cable TV ReveaueI (approx.)
Cable TV ()peratiq Expenses (approx.)
Operating Profit Margin

2

1993

14S
8,SOO
3,519
4,2SS
sn.S<>
$4.98
S13,OOO
S96
S7S<>,OOO
S569,OOO
24"..
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The following results are drawn from appIyinJ Malarkey-Taylor's financial model to the above

data (a detailed financW model for Paragould City Cable is attached as Exbibits A-E):

Reveaaa Es:peDIeI - Iaterat Depredatioll - Net Profit

1993 S753,563 SS68,590 S251,920 S268,558 (S370,912)
1994 $788,994 S594,177 S251,920 S268,558 ($361,982)
1995 $821,740 $620,914 S251,920 S268,558 (S351,811)
1996 $868.611 $648,856 $251,920 S268,558 (S355,018)
1997 S911,728 $678,054 $251,920 $268,558 ($343,5S4)
1998 S957,223 S708,567 $251,920 S268,558 (S331,142)
1999 SI,005,234 $740,452 $251,920 S268,SS8 ($317,707)
2000 SI,055,908 $773,772 $251,920 S268,558 ($303,171)
2001 SI,109,401 S808,S92 S251,920 S268,558 (S287,45O)
2002 SI,165,876 $844,979 S251,920 S268,558 (S270,451)

Total (53,293,200)

Annual cable service nMlIRIeS generated by ParaaouId City cable are and will be insu8icient to

COYer operatiq expea-. interest on boDds ismed to fiDaDce constructiOIl ofthe cable system and .

depreciation. In 1993, for example. Paragould City Cable', total costs, iDcluding interest and

depreciation, exceed cable revenues by $370,912. Similar losses will be incurred in future years,

with losses totaling over S3 million after tell years.

In each oftbese tea yean, Paragould City Cable will DOt be able to pay interest on its bonds, since

the system's cash flow from operations is substantially lower than required interest payments.

These loses are .....iuhle because the system is suIIIidized by the city. The City ofParagould

n=ntly ilDpOlled a S60 per home tax on all Paragould RlSideDtJ to subsidi7A' the City's cable

system and raise fuDds for interest payments.

Moreover, the financial taults shown above understate Paragould City Cable's actual losses to

the extent that Paragould Ugbt and Water Commiaiou subllidizes the cable system's operations

by providing shared I'eSOW'teS and personnel at no cost. City ofticials have reported sucb cross
subsidization.
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3.

«

Paragould's private cable system, owned by cablevision Systems Inc., is alSo losing money. The

following information provided by Paragould Cab1eYision reflects annual losses. after interest,

depreciation and annual capital improvement expenditures:

NetC....
Loua

1993 (SI,215,000)
19M (Sl,220,000)
1995 (SI,I60,OOO)
1996 (SI,I00,OOO)
1997 (S1,045,(00)
1998 (S990,OOO)
1999 (S940,000)
2000 (S890,000)
2001 ($845,000)
2002 ($805,000)

T.... (SI0,28O,000)

.Based on data proridecI by Paf8IOUld City Cable IDd Parqould Cablevision, our financial

aDa1ysis verificI..•...iaI net cash losses iDcumJd by boda of these cable systems. The losses

are due to a cable price war in Paragould where boda the private cable system, Paragould

Cablevision, aad the mimicipa11y owned cable system, Paragould City Cable. are charging below

cost rates for cable aervi<:e.

Paragould City Cable is likely to incur over S3,000,000 ofloues in the next ten years, and

Paragould Cab1eYisioa is likely to incur over SI0,000,000 ofloaes in the next ten years.

4
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(a) CapitaiIaveUaelrt

Capital costs were bIIOd on a replacement cost calculation. The cable system's total turn-key

capital investment was derived from cable construction QOIts (labor and materials) per plant mile

which were provided by the systems, beadend and comerter cost estimates, and insta1Jation cost

estimates. Current technology, labor rates and costs ofmaterials were assumed.

The cost of the diItribution plant was determined by applyiDg per mile construction costs to

actual aerial and UDdrqround mileage reported by the IY*DL The cost of the~ of the

system's·assets includes subscriber installations, coawrten, beadcDd equipment, satellite earth

stations, towers aDd antennas, land, buildings, otBce equipment, test equipment, tools. vehicles,

and studio equipment. This cost was determined by sampling the results of tangible asset

valuations performed by MTA for its c1ientl. The raukI of this sample showed that the average

cost .of the tangible 8S8etS, exclusive of the distribudon plant, was S400 per subscriber. To

account for the cIiffereIK:e in investment between an addreIlIable system, $50 was deducted from

the total-capital investment for each system per llOD-eddressable subscriber

A cable system's filii' IIIIIbt value or acqUisition cost may be a more conect and more

appropriate measure ofcapital investment than replaciemeN cost. We have used replacement cost

rather than filii' market value or acquisition cost to evaluate the profitability of these cable

systems in the FCC's sample because of the dearth of acquisition cost data for cable systems

subject to effective competition and because the replacement cost assumption is more

conservative, since acquisition cost and fair market value will typically exceed replacement cost.

(be) Sablerlber Projeetiolla

Initial values for the number of cable television plot miles, homes passed by cable, basic

subscribers and premium channel subscriptions (pay units) were obtained from FCC surveys and

from the cable system.

The growth ofbomes in the service area were projected by appIyiDg an initial annual growth rate

for homes passed of 1% for each system, which declined gradually to 0.1% by the tenth year.

The density of additional plant constructed to service the additiooal homes passed was assumed
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to remain at the beginning level for all ten yean. Tbe number of basic cable television

subscribers is projected to increase by 2.0% ammaU:y over the ten year projection period.

Premium subscription units are projected to increase by 1.S% annually over the next ten years.

(c.) Rate IIIcratel

Basic cable service rates are projected to increase at 4% anaually beginning in the second year of

operation. Additional outlet rates, remote rental .... aDd iDstal1a1ion rates are also projected to

increaIe 4% annually following the first year ofoperation. Average discounted premium cbannel

rates are projected to iDcrea8e by a nominal 1% per year over the ten year time horizon beginning

in the secood year, real rates for premium channels are assumed to decliDe.

(do) Reveaaa

Revenues for each cable ICrVic:e eateJOrY were calculated by.multiplying the averaae number of

subscribers to each service for that year by the rate applicable for that service. In addition.

advertising, home sboppiDa and pay-per-view contribute RNeDUC to most cable television systems

aDd these 8Dcillary rewenues, are expected to total approximately 14% of total cable system

revenues in 1993.
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PARAGOULD L1G1T All) WlTER aIIIlSSICli EDIIIT A
PAIAGlIIIlD, AI -----_...
FCC ID 1M0576 (1)

III1T1AL
IIMITIEIT 1. ,. 1995 1996 1997 1991 1999 2000 2001 200Z

-_..---_....---.._-_.--------_. ....__.... ......_--- ____ ewe_e. -_........ ...-----_. ...._--..- ..._.....- ---_..._-- ---_.-.--. ---------- .._---_._.
IEVEIIlES D S153,561 111,. 127,740 861,611 911,721 957,223 1,005,234 1,055,. 1,109,401 1,165,176
OPEIIAT IIIG EXPEIISEI 0 561,590 596,177 620,914 641,156 671,054 101,567 740,452 m,m 101,592 844,979-.....-.-- ---------- _.....•••. ...••..... -----_.-.. --_....... ---------- ----_..._- ._-------- ---...---- ..----_.-.
OPERATING IIKDE 0 114,973 194,117 206,126 219,755 233,674 241,656 264,712 282,136 300,809 320,897

PLUS: RESIDUAL VAlUE 1,925,314
LESS: CAPITAl EXPEIIDITUIES 3,351,937 35,407 36,321 31,159 54,295 56,750 59,320 62,011 64,129 67,7fJJJ 70,871

-_.--.---- ----_..-.- ----------
____ ewe_e. -_-..----- -----_...- .......... ---------- -----._--- .--------- ----------

TOTAL CASH FLOW/REQUIREMENTS (3,351,937> 149,566 151,496 161,667 165,460 176,924 189,336 202,771 217,307 233,021 2,175,411

INTEREST 1251,920 1251,920 1251,920 1251,920 1251,920 1251,920 1251,920 1251,920 1251,920 1251,920

DEPRECIATICII 5268,551 5268,551 S261,551 S261,551 S261,551 S261,551 S261,551 S261,551 S261,551 S261,551

IlET CAS" FLOW (LOSS) ($3,351,937) ($370,912) (1361,982) ($351,111) ($355,018) (S343,554) ($331,142) ($317,707) (S303,171) ($287,450) $1,654,933

aJIJlATiVE NET CASH FLOW (LOSS) ($370,912) (S732,8P4)(S1,084,706) ($1,439,724) ($1,713,271)(12,114,420)(12,432,127)(12,735,299)($3,022,749) ($1,367,816)

r



PARAGDII D L1G11T All) WATER CCIIIISSIOll
PMMQI,ID, AI
fCC ID 1AI0576 (1)

EXNlln I

.CAILE TELEVISIOII IUlSClIIEIS 1993 1994 1995 1996 1997 1991 1999 2000 2001 2002
.._-.-_...._.....-_.....------- ----.---_.- ...-----_.- --_........ --.----._-- ---._--_.-. ------_.... .-._.--...- --------_.- ._.-------. --.-_._....
IEGI.11IG MILES 145.0
MILES ADDED 0.0 0.0 0.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
CUIIlATlW MILES 145.0 145.0 145.0 146.0 147.0 141.0 149.0 150.0 151.0 152.0
DEMlITY Of ADDITICIIIAL PLAIIT 59 59 59 59 59 59 59 59 59 59

IllES PASB • 1E11.11G 1,500
PIOoI .. "S & EXTIBI_ 0 0 0 77 75 75 71 69 66 64

IllES PASB ...IIG .,. .,. .,500 .,577 1,651 .,724 I,1M 1,163 1,930 ',M
filClll'lI III IllES O.OX O.OX O.OX 0.91 0.91 O.B O.B 0•• 0•• 0.71

IASIC • IEGI.11G .-at11ElS 3,579 3,6SI 3,751 3,. 3,112 3,960 4,039 4,120 4,202 4,.
ElinlG IUllClIIElS 3,651 3,751 3,. 3,112 3,960 4,039 4,120 4,202 4,. 4,372
AWElMEIUIICIIBS 3,611 3,695 3,761 3,144 3,921 3,999 4,079 4,161 4,244 4,329
PElETlATICli 42•• U.5S 44.]x 44.B 45.]x 45.B 46." 46.91 47.5S 41.11

PlENUM· IEGI.11G &liltS 4,255 4,255 4,319 4,. 4,449 4,516 4,. 4,653 4,122 4,793
E.IIG &liltS 4,255 4,319 4,. 4,449 4,516 4,. 4,653 4,722 4,793 4,165
AVEIME&IIITS 4,255 4,. 4,351 4,416 4,4IJ 4,551 4,'" 4,617 4,751 4,129
PElEDATiCli 117•• 116.OX 115.51 114.91 114.]x 113.B 113.21 112.71 112.1S 111••

ADDITlCIIIAL lETS - IEGI.11G 0 0 0 0 0 0 0 0 0 0
..IIG IUIICIIBS 0 0 0 0 0 0 0 0 0 0
A_1UlSCl11ElS 0 0 0 0 0 0 0 0 0 0
PEIETlAlICli O.OX O.OX 0•• 0•• 0.01 0.01 0.01 0.01 0.01 0.01

REMOTES - IEG..11G 0 0 0 0 0 0 0 0 0 0
E.IIG IUlSClIIEIS 0 0 0 0 0 0 0 0 0 0
A_ .-at11ElS 0 0 0 0 0 0 0 0 0 0
PElETIATJOII 0.01 o.ox 0•• O.OX o.ox O.OX 0.01 0.01 0.01 0.01



PMMOULD L1C11T All) "TER CGltISSICII
PAR....D. AR
FCC ID -.0576 (1)

SERYICl IATES

QlllEIiT lATE.

BASIC
....U.
_nlCIIAL OUTLET.
IEllJrEQIMITRS

PERCEllTME lATE lllCllEAll.

BASIC
PIBIU.
_nlCIIAL MLETS

RDOTE alNHTERS

'''.50
4••
0.00
0.00

1993

01
01
01
01

1994 1995 1996

41 41 41
11 11 11
41 41 41
41 41 41

1997

41
11
41
41

1991 1999 2000

41 41 41
11 11 11
41 41 41
41 41 41

EXHlln C

2001 2002

41 41
11 11
41 41
41 41

AVERME IATES

BASIC
PIBIU. (Aver...)
_nlCIIAL OUTLETS

RDOTE alNHTDS

'''.50
14••
10.00
".00

,,,.,,
15.OJ
".00
".00

$12.44
IS••
10.00
10.00

112.9ft
15.13
10.00
10.00

113.45
15.1'
10.00
10.00

113.99
1S.23
10.10
10.00
10.0015.1012



PAIMlIID L1G11T _ WATEI aJIIlSSIOll

PAIAGOlU, AR
fCC ID 1M0576 (1)

£lliin D r
1993 19M 1995 1996 1997 1991 1999 2000 2001 2002 TOTAL

---_...-_.- -------_... -----..---- ._..---.... --------... ----------- ---_....--. ----------- -------._-- --._._.--.- ----._-_..-.
REVEllE,,:
BASIC 1499,. 1530,246 1562,415 S5f6,684 S632,963 1671,447 1712,271 1755,577 .1,516 SI5O,248 16,612,720
PISIIUM 254,219 251,748 265,255 2n,. 271,765 215.776 292,964 300,332 307,115 315,621 12.131,551
MDnlOllAl. SETS 0 0 0 0 0 0 0 0 0 0 0
IEIME ClllWRlIII 0 0 0 0 0 0 0 0 0 0 0-.------... ---_.-...-. --_.-.__ .-- _. __._.---- --------... ---_....... ---._---_.- .--_.._---- --------.........----....--.--_...
TOTAL IIWMI 1753,563 17II,9M 1127,740 1161,611 19",721 1957,223 11,005.234 11,055,901 11,109,401 11,165.'76 19,444,278

OPEIATlM ....1.: 24.51 24.7X 25•• 25•• 25.61 26•• 26•• 26.7X 27.11 27.51

CllElATlM EXPOSEI: S561.590 SS9'.177 S620,914 S641.156 1678.054 1701,567 1740,452 Im,m ".592 SI44,979 16,916,953

CllElATlM IIICCIE: 1184,973 I1M,'17 S206,126 1219,755 sm,674 1248,656 1264.712 S212.136 S3OO,109 S320.1R1 12.457,325



PARAGOULD LlGilT Ale "'TEl COII..SSIOll
PARAGOlU, AR
fCC ID 1M0576 (1)

CAPITAl EXPEIID ITUlES

~TlCIiS Ale IIIIUTS:

1993 199ft 1995 1996 1997 1991 1999 2000 2001 2002

EXIIIIIT E

TOTAl

ADD'l MilES Of PLAIT 0.0 0.0 0.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
AElIAL PUll fill MILE S13,. S13,. S13,792 $14,205 S14,612 $15,071 S15,523 S15,. $16,461 $16,962
.-.._ PUIT .. MILE $20,. $20,. 121,21. 121,. 122,51' 123,1. 123,111 SZtt,597 S25,m 126,095
PElCBTMI Of PUll MaiM. ,. ,. ,. 1. ,. ,. ,. ,. ,. ,.
PEllClllTMi ...... 'niE n DI. • • • • • • • • • •AWIUlIE c:.T .. c.8tII .. ." S10Z "CIS ". "" S"S $". "22 $1Z5
PEllClllTMI c.lBlII .. 751 751 751 751 75S 15K m 751 15K 15K
PEICEIIT........ ,. 1. 111 ,. ,. ,. ,. ,. ,. ,.
IIIITALUTI. am fill .. SSG S52 S53 155 156 S5I S60 161 S6J S65
l.fLAn. fACT•• CAPITALS • D D D D D D D D 3X

~ COSTS:-_.......__..
PLAIIT MlITI.. - AElIAL so so so $14,205 S14,612 S15,071 $15,523 $15,. $16,461 $16,962 "01,149

- .-..ol. 0 0 0 0 0 0 • 0 0 0 0
PLAIT IE..ILOMGIME 0 0 0 0 0 0 • 0 0 0 0
AVEIIAGE am Of ... COIVIITEIS 5,611 5,426 5,711 5,. 6,292 6,'" 6,M4 7,296 7,665 .,053 65,661
COIIVEITEI~ 25,769 27,'. 21,. 29,M3 3',451 33,049 34,122 36,479 38,324 40,264 325,635
IIISTALLATI. QllTI 3,950 3,761 3,951 4,159 4,369 4,_ 4,122 5,066 5,323 5,592 45,stI__________ . ______....______ .____. __ ._.....__

--------_.- ---....-... ---_...---. --_._---...._._...---- ---_..._--- ---------..-
TOTAL CAPITAL EJUIEI8ITUlES 135,407 .,32' S31, '59 154,295 156,750 S59,J20 162,0" 164,129 167,710 $70,171 1545,743



EXHIBIT A

Small Cable TV System
Local office, open nor.mal hra.

This entails renting and staffing an office, managing and
routinely training the office person, staffing vacations,
sick days, etc.

Office rent, utilities, etc. $250/mo.

One full time person at $7.50/hr X 1.33 OH, or
$l,730/mo.

Manager time,S hours/week at $20/hr., or $430/mo.

Training and support, est at 20% of labor plus OH cost,
or $345/mo.

--'._-~--~--------,

i

Mo. Op. Cost Total $2,750/mo.

System Size

100 cust.
250
500
750

1,000
1,500

Added Cost/Cust/Mo.

$27.50
11. 00

5.50
3.67
2.75
1.83

.,;\.,. - ! .., ...,.,.~,.. ~-.


